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Taxation Section 


Edited by J. A. L. Gunn, F.1.c.a. 


Trust Estates 


Income Derived Prior to Ascertainment of Residue 


In Barnardo’s Homes v. 1.T. Special Comrs. (1921) 7 Tax Cas. 646, a 
testator left the residue of his estate to an exempt charitable institution. 
The will was contested and about two years elapsed before a distribution 
of the estate investments was made to the institution. During this period the 
executors collected income from which United Kingdom income tax was 
deducted at the source. The institution, being exempt from tax, claimed 
repayment of the tax so deducted. It was held by the House of Lords that 
the institution was not entitled to the repayment because, prior to the 
ascertainment of the residue, the institution, as residuary legatee, had no 
interest in the testator’s property; the taxed income prior to such ascertain- 
ment was income of the executors.and it was not received by them as trustees 
for the institution. 

In 1926 there followed the decision of the English High Court in Marie 
Celeste Society v. I1.R. Comrs. (1926) 11 Tax Cas. 226. A testator left the 
residue of his estate to the Governors of the London Hospital as trustees to 
apply the income for the benefit of an exempt charitable society. The 
Residuary Account was made up as at August 31, 1919, but no investments 
were transferred to the trustees until July, 1920. Before the latter date, 
certain payments out of income had been made to the trustees, and the society 
claimed repayment of income tax in respect of those payments. The Inland 
Revenue Commissioners refused the claim in so far as it related to income 
of the residuary estate received prior to August 31, 1919, and this decision 
was upheld by the English High Court. 

This_ unsatisfactory position was partly overcome by the English Finance 
Act of 1922, s. 30 of which made provision for treating a portion of the 
income accruing in the interval as income of the charitv. 

The above decisions were in favour of the revenue. Before long, however, 
the boot was on the other foot. 

In Corbett v. 1.R. Comrs. (1937) 21 Tax Cas. 449, a testator died on April 
22, 1934. By his will the taxpaver’s wife was entitled to a life interest in a 
share of the residuary estate. The executors made up a balance sheet and 
income account as at April 5, 1935 (the close of the English fiscal year) in 
which appeared a large sum credited to the appellant’s wife (part of which 
had been paid to her). but the residuary account of the estate could not be 
made up until Mav 7, 1935. The amount so credited to the wife as at 
April 5, 1935 (with appropriate addition for income tax) was included in 
the taxpayer’s (i.e.. the husband’s) assessment to U.K. sur-tax for 1934-5 
(a wife’s income being, generally, included in her husband’s assessable income 
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under the English Act). The taxpayer contended that, prior to the ascertain- 
ment of the residue, no income within the meaning of the U.K. Income Tax 
Acts arose to his wife from the estate and that no part of the sum so credited 
was received by his wife as income. Held that the taxpayer was not assessable 
to sur-tax in respect of any part of the sum in question. 

The unsatisfactory consequences of the law, as revealed by the above 
decision, were quickly realised by the English revenue authorities. As pointed 
out by the Board of Review (9 C.T.B.R., p. 215), the Finance Act of 1938 
contains special provisions for the taxation of persons to whom, during “the 
administration period,” sums are paid in respect of a limited interest or an 
absolute interest in the residue of the estate of a deceased person or in a 
part thereof. 

In Corbett’s case the Crown, while accepting the principle of the Barnardo 
case, contended that that principle did not applv to a case where there is a 
tenancy for life of the residue, for the reason that what the tenant for life 
receives must be income and can be nothing else. As pointed out by the 
Master of the Rolls in Corbett’s case, the decision in the Barnardo case was 
applied by Rowlatt, J. in the Marie Celeste case “in a wavy inconsistent with 
the Crown’s present contention, and it follows that, if the Crown is right upon 
this appeal, the decision in the Marie Celeste case was wrong, a circumstance 
which mav no doubt give comfort to the Inland Revenue, having regard to 
the fact. that. in that case, it obtained a decision after putting forward an 
argument precisely the reverse of the argument which it has put forward in 
this case” (21 Tax Cas. at p. 458). 

There is no question that. in the absence of specific provisions to the 
contrary. the assessment in Corbett’s case was wrongly made. “Since the 
case of Barnardo v. I.R. Comrs.... . it has been clearly established that 
the accumulation of income arising from a residuarv estate before the 
appropriation of that estate to the residuarv legatees does not cause such 
income to be regarded as income of the beneficiary on its ultimate receint 
by him... ,” per Lord Buckmaster in J.R. Comrs. v. Wahl (1933), 17 Tax 
Cas. 744 at p. 759. 

Further, as pointed out by the Master of the Rolls in Corbett’s case, “the 
language of Lord Finlay (in Barnardo’s case) is . .. . just as applicable 
to the case where the residue is settled as to the case where the residue is 
not settled. In neither case are the executors trustees; in neither case is the 
income the income of any body but the executors: in each case the executors 
and not the beneficiaries are the recipients of the income, and there is no 
relation back ... ,” per Sir Wilfred Greene, M.R., 21 Tax Cas. at p. 460. 
Thus the position is the same whether the residue is given absolutely or the 
residue is settled on a tenant for life with remainder over. 

“The case of Sudeley v. Attorney-General ([1897] A.C. 11). decided in 
this House, conclusively established that, until the claims against the testator’s 
estate for debts, legacies, testamentarv expenses, etc., have been satisfied, the 
residue does not come into actual existence. It is a non-existent thing until 
that event has occurred. The probability that there will be a residue is not 
enough. It must be actually ascertained,” per Lord Atkinson in Barnardo’s 
Case, 7 Tax Cas. at p. 669. . 

The Board of Review decided, in 9 C.T.B.R. Cas. 67, on a set of facts 
similar to those in Corbett’s, that the above-mentioned English decisions are 
applicable under ss. 95-102 of the present Commonwealth Act and has held, 
accordingly, that the income of a testate estate prior to the ascertainment of 
the residue is income of the executors and assessable as such, and is not, 
therefore, income to which a residuary life tenant and another person entitled 
to a share in the income of the residuary estate are presently entitled, not- 
withstanding that when the residue is ascertained they are entitled to receive 
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amounts equal to that income, and that those amounts were wholly or partly 
advanced to them during the period of administration. ‘“Corbett’s case 
is remarkably similar to the present case and, in our opinion, it provides 
very clear authority for the proposition submitted on behalf of the Com- 
missioner ....” After reciting the above-mentioned and other extracts from 
the judgment in that case, the Board went on to say: 

“The decision in Corbett’s case rests upon a general principle which had 
been clearly stated in previous cases. The principle is that everything which 
is, under the general law, income arising during the administration of a testate 
estate is the executors’ income and nobody else’s and, therefore, cannot be 
income to which any beneficiary is presently entitled.” 

“In our opinion . ... the general principle referred to applies for the 
purpose of determining the matter now before the Board. In Pagels v. 
MacDonald (54 C.L.R., at p. 526), Latham, C.J. said: 

“When the executor becomes a trustee of ascertained property, the 
beneficiaries then become owners of equitable interests in that property. Thus, 
a beneficiary under a will does not, by reason of the will alone, obtain any 
title, legal or equitable, to any asset forming part of the testator’s estate. 
When he does obtain such a title, he obtains it as a result of the administration 
of the estate of the testator according to law and in accordance with the 
dispositions of the will.” 

“This dictum alone appears to be sufficient to dispose of the claim made 
by taxpayer’s representative that the testator’s will conferred upon the two 
beneficiaries any title to the income in question. It was based upon an 
examination of Lord Sudeley v. A.-G., [1897] A.C. 11 (which was followed 
in Barnardo’s case) and of certain Victorian enactments which are not 
materially different from enactments in force in other States. Although it 
speaks of the assets of the testator’s estate, it necessarily had equal application 
to income accruing from those assets. The cases cited are sufficient to 
establish beyond doubt that the income in question is assessable to the trustees 
under s. 99. It is, of course, a corollary to this that the beneficiaries are not 
assessable under s. 97 in respect of that income.” 

In a recent case (Whiting and others v. F.C. of T.), the Full High Court 
(Latham, C.J., Starke and Williams, J.J., reversing the decision of Rich, J.) 
has reached the same conclusion as the Board of Review. 

In Whiting’s case, a testator who died on June 17, 1929, by his will 
and codicils appointed the appellants trustees of his estate. He left assets 
which (iter alia) included two partnership businesses. These partnership 
assets the trustees were unable to realise and under a power contained in the 
will the trustees have continued to carry on the two businesses in partnership 
with other trustees. The estate was insufficient to pay annuities and legacies 
bequeathed by the will without realising on the assets. The widow and 
children had not received their benefits under the will, but in the estate 
return the net income for the year in question was, for purpose of income 
tax, purported to be allocated to an annuitant and the widow and children 
in certain proportions. The Commissioner assessed the trustees upon the 
whole net income of the estate as one income and did not treat it as 
apportioned between the beneficiaries. The Full High Court held that the 
Commissioner was right and that the beneficiaries were not “presently 
entitled,” and were not, therefore, separately assessable under s. 97. 

The following is an extract from the joint judgment of Latham, C.J., and 
Williams, J.: 

“Rich, J. considered that the words ‘presently entitled’ appearing in the 
sections quoted referred to a vested interest in possession as opposed to an 
interest in future. On the other hand, it is contended that a beneficiary is 
presently entitled within the meaning of the sections only when he is entitled 
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to immediate payment of a share of the income of a trust estate. This latter 
view is, we think, strongly supported by the provisions contained in section 
98. Section 98 deals with the case of a beneficiary who is presently entitled, 


but who is under a legal disability. In such a case the beneficiary under a 
legal disability may have a vested interest, but the trustee is nevertheless 
required to pay the tax. The circumstance which distinguishes this case 
from the case of a beneficiary presently entitled to whom section 97 applies 
is the existence of a legal disability. That legal disability does not prevent 
the beneficiary from having a vested interest. The effect of it is to prevent 
him receiving payment, because he is incapable of giving an effective dis- 
charge to the trustees. This provision, therefore, supports the view that when 
the Act speaks of a beneficiary being presently entitled to a share in income 
it refers to the right of a beneficiary to obtain immediate payment, rather 
than to the fact that a beneficiary has a vested interest.” 

Later, their Honours said: 

“The words ‘presently entitled to a share of income’ refer to a right to 
income ‘present’ existing—i.e., a right of such a kind that a beneficiary may 
demand payment of the income from the trustee, or that, within the meaning 
of s. 19 of the Act, the trustee may properly re-invest, accumulate, capitalise, 
carry to any reserve sinking fund or insurance fund, however designated, or 
otherwise deal with it or as he directs on his behalf.” 

The following extract from the joint judgment of Latham, C.J. and 

Williams, J. illustrates the application of the principle laid down in Whiting’s 
case. 
“Entries made in the books of the estate to adjust the rights of the 
beneficiaries in the income and capital of the estate can only operate subject 
to the satisfaction of the claims of and cannot affect the rights of the creditors. 
But, as has been made clear in the authorities already mentioned, the existence 
of mortgage debts does not prevent the administration of the estate advancing 
from the stage when the liabilities to creditors are in process of discharge 
to a stage when the beneficial trusts of the will can attach to assets which 
are not required to satisfy the mortgage debts .... The evidence above 
shows that, in the year of income, the administration of the estate had only 
reached the initial stage during which the whole of the available net income 
could only be properly applied (as it was in fact applied) in reduction of 
debts. The second stage will be reached when it will become proper for the 
executors to apply the estate or some part of it in satisfaction of the 
annuity and in payment of interest on or of the capital of the legacies. The 
annuitant and the legatees may then become presently entitled to an immediate 
share in the income of the trust estate within the meaning of s. 97, but it will 
only be at the third stage, when the debts, the annuity and the legacies have 
been paid or provided for in full, that there will be any income to which the 
residuary beneficiaries, as such, will be presently entitled.” 

The decision of the High Court will not, it is thought, materially affect the 
Revenue. As Latham, C.J. and Williams, J. pointed out in some cases, such 
as Whiting’s, it will create a hardship for the beneficiaries that the whole 
income of the estate should be aggregated for the purposes of taxation, but 
in other cases (such as Corbett’s) where the beneficiaries have a substantial 
income from independent sources, it might be a benefit for them ‘that no 
part of the income of the trust estate should be aggregated with their other 
income. 

DEPRECIATION OF PLANT AND BUILDINGS IN CONSEQUENCE OF 
War UsE 

Applications to the Board of Referees for the special depreciation allowance 

provided by sections 59A and 59B must be accompanied by a certificate 


signed by— 
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(a) the Secretary of the Department of Munitions; 
(b) the Secretary of the Department of Supply and Development; 
- (c) the Secretary of the Department of Commerce; or 


(d) by a person authorised in writing by the Secretary of any of the above 
three Departments ; or 


(e) by any other prescribed authority (see below)— 
certifying that the plant was acquired or installed, or that the building was 
constructed or acquired, as the case may be, for use primarily and principally 
in, or in connection with, the prosecution of the present war (s. 59A (2) 
and s. 59B (2)). 

New Regulation 7B, as amended, provides that— 

(i) the Secretary of the Department of Aircraft Production; 

(ii) the Assistant Secretary (Finance) of the Department of Aircraft 

Production ; and 

(iii) the Secretary of the Department of the Navy 

shall be prescribed authorities for the purposes of s. 59A (2) and s. 59B (2). 









































Prorits EARNED By MINE Owner DurING CURRENCY OF OPTION 


Credited to Purchaser on Exercise of Option 


The Western Australian Act does not contain provisions corresponding 
to s. 23 (0) of the Commonwealth Act which exempts income from gold 
mining in Australia and New Guinea. 

In Betti and Borden v. C. of T. (W.A.) (1943) 2 A.I.T.R. 387, the 
appellants and others were the owners of a gold mine. They gave a 14 
months’ option of purchase at a price of £100,000, payable half in cash and 

3 half in shares. The agreement provided that the vendors might continue 
mining operations during the currency of the option; that all proceeds should 
belong to the vendors, but if the option were exercised, credit against the 
cash consideration should be given to the purchaser for the total net proceeds. 
The option was exercised and the purchaser was credited with £25,500, being 
the total net proceeds of the gold won during the currency of the option. 
The appellants contended that in reality the sum of £25,500 was capital, being 
part of the price paid by the purchaser for the mine. Held that the net 
proceeds of gold won during the currency of the option were the result of 
the appellants’ normal mining activities and, therefore, the sum of £25,500 
formed part of the appellants’ taxable income. “The proceeds were the 
result of the appellants’ normal mining activities in working the mine, and, 
having never ceased to be their property, appear never to have lost that 
character. They would undoubtedly have been income if no option had been 
given, or if the option which was given had not been exercised. I do not 
think they were ever in the hands of the purchaser at all, nor were they in 
any way paid by the purchaser to the appellants, whether as part of the 
purchase price or otherwise. And in my view, also, on a consideration of 
the terms of the agreement it cannot be held that the work done by the 
appellants should be regarded for the purposes of this appeal as having been 
done on account of the purchaser. There was, in fact, no such purchaser in 
existence at the time when it was done. . . . the proper assumption seems to 
me to be that it was recognised that the rich pocket being worked on the mine 
at the time the option was given was unlikely to be extensive, and, with its 
continued working and the extraction of valuable ore, the mine was diminish- 
ing in value, and it was thought proper between the parties that the price 
should also be diminished at the same rate.” Per Dwyer, J. 
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Wuere Totat Taxes Exceep 20s. 1n £ 

Section 160, inserted in the Commonwealth Income Tax Assessment Act 
by the Amending Act of 1941, was designed to provide an abatement of 
Commonwealth income tax in any case where the effective combined rates 
of Commonwealth and State taxes, including War-time (Company) Tax, 
exceeded 18s. in the £. 

Section 160 applied only to income year ended June 30, 1941 (or sub- 
stituted accounting period), as the section was abolished by the Amending 
Act of 1942 because of the introduction of Uniform Income Tax. 

Mr. L. C. McMurray, chartered accountant (Aust.), submits the following 
set of facts relating to taxes payable by a private company in respect of 
income year ended June 30, 1942: 

Year ended June 30, 1942 

Private Company A 

Taxable income £7,355. 
Federal Tax payable @ 6/- in Zz .. 
Assessment—Division 7 
Taxable income 
Deduct 
Federal tax ga @ _ in... S471 
State taxes paid .. .. pis dan 54 


Undistributed amount ... 


Additional tax payable .. 5,331 


£7,537 


Total taxes payable .. .. 


It will be seen that the Commonwealth taxes for income year ended June 
30, 1942, exceeded 20s. in £ on the private company’s taxable income. This 
is brought about by the following circumstances : 

(a) Although the Commonwealth ordinary income tax payable for 1942 

was 6s. in the £, a private company received a deduction of only 4s. 
in £ in computing its 1942 distributable income, i.e., in the case of a 
company which made the election under s. 103 (3). To counteract 
this, the company received a deduction in its private company tax 
assessment of State income tax on income derived during year ended 
June 30, 1941, in the year in which it was paid, normally during year 
ended June 30, 1942 (see (b) below). 
The amount of State income tax paid during year ended June 30, 
1942, in respect of income year ended June 30, 1941, was abnormally 
small, viz., £54, as compared with the difference between 6s. and 4s. 
in £ Commonwealth income tax payable on the current income, viz., 
£735. 
The private company tax payable is at the maximum rate, being 
slightly in excess of 18s. in £. This can happen in certain circum- 
stances. The following is an example taken from an actual file: 

(i) Taxpayer’s actual income, personal exertion .. .. £1,660 

Actual tax on £1,660— —a 


ek rere re oe ee 
Re Ge SEO 6p 0s bees tease es Se Be 


1,660 £586 9 0 


— 
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(ii) Taxpayer’s actual income, personal exertion .. . 
Notional distribution by private company of which 
taxpayer is sole shareholder .. .. .. .. .. -. 4,440 


Personal exertion tax on £6,100— == 
£4,000 at 148°445d. .. .. 2. 2 0c oe «- £2,474 8 
Ge BUS cic Gece ee ee o6 ae” 34 1,890 0 

8 

4 


£6,100 £4,364 


Property tax on £6,100— 
SEBO Ot TRE FEEOE, oc. cs ce ese. «s SE . 
ire OO Bee Sa oe te ce cs ee es oe OS. 


£6,100 £4,691 13 4 
Personal exertion tax on £1,660— 
1,660 
Oe ss..ca' oe os ae ce OP 
6,100 
Property tax on £4,440— 
4,440 
Ds eee: dn ds oe ae ee ce BO 


£4,602 
Deduct tax actually payable vide (i) .. 586 


6,100 


Tax payable by company 
quater DGvieIOR 7 nn os os te tc ee oe BP 


Tax actually payable under Division 7, 


OE Ee a ee 
Tax on £4,440 at 18s. in £ .. ...... 3,996 


EE PRI erga ane ye ee re ote £20 


Mr. McMurray asks if it is possible to obtain relief where a company 
is called upon to pay 20s. 6d. in £ on its taxable income of 1942. As 
previously stated, there is no provision for any abatement of tax in the above 
circumstances. 

On the other hand, it should be observed that, as the law exists at present, 
the company will be entitled to a deduction of the sum of £5,331 (being private 
company tax in respect of income year ended June 30, 1942) the year in 
which the 1942 private company tax is paid. 

If, for example, the taxable income of year ended June 30, 1943, amounts 
to £9,000, its distributable income will be only £969. 


ee SEE is ee ae ce Seren os es os se SO 
Commonwealth income tax payable— 


Gree G0 Ge, Te GE on cc ce ce ce se ce es ee «6D 


£6,300 
Private company tax paid .. .. .. «2 se os oe 5, dal 


DeeeenNInS DEDOUOS .. os. cu os 66 ee kd ee e £969 
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This advantage, if it exists, far outweighs the excessive taxation of 1942. 
Otherwise, the company’s only chance of relief is by way of application 
under s. 265 to the Hardship Board. 


FAMILY PARTNERSHIPS 


Section 94 of the Commonwealth Income Tax Assessment Act provides 
as follows: 


“Partner not in receipt and control of share. 


(1) Where a partnership is so constituted or controlled, or its operations 
are so conducted, that any partner has not the real and effective control 
and disposal of his share of the net income of the partnership, the 
Commissioner may assess the additional amount of tax that would be 
payable if the share of that partner, or of all such partners if more 
than one— 


(a) had been received by the partner who has the real and effective 
control of that share; or 


(b) had been divided between such other partners as have the real 
and effective control of that share in proportion to the extent to 
which, in the opinion of the Commissioner, they respectively have 
the real and effective control of that share 


(as the case may be) and had been added to and included in his or their 
assessable income, and the partnership shall be liable to pay the tax so 
assessed. 


(2) Where the provisions of this section are applied to a share of the 
net income of a partnership, that share shall not be included in the 
assessable income of any partner. 


(3) For the purpose of this section, but without limiting its application, 
a partner shall be deemed not to have the real or effective control and 
disposal of any money received by him which is applied to meet the 
private or domestic obligations of any other partner.” 


Two decisions of outstanding importance have recently been given by the 
Board of Review concerning the application of s. 94. 

(1) The taxpayer and his wife carried on grazing operations in partnership. 
Bills for household requirements were always paid out of the partnership 
bank account, but the total of these bills amounted to far less than the 
partnership profits, including those of the relevant year of income. The 
balance of the profits were largely devoted to effecting necessary improve- 
ments to the grazing property and reducing the bank overdraft. As pointed 
out by the Board of Review, each partner derived a substantial advantage 
by the application of partnership profits for the purpose of improving the 
property and reducing the overdraft. The Commissioner applied s. 94 on 
the ground that, although the husband was under a common law obligation 
to maintain his wife and family, part of the wife’s share of the partnership 
income had been used for that purpose and that, therefore, this fact brought 
the matter within the range of s. 94 (3). Held by the Board of Review, 
that the case was not one which came under s. 94 and the assessment under 
that section should be cancelled. (C.T.B.R. not yet reported.) “The primary 
and essential condition for the making of an assessment under section 94 is 
that ‘any partner has not the real and effective control and disposal of his 
share of the net income of the partnership.’ But even where that condition 
is satisfied (in the case of a partnership of two persons) the assessment can 








c if == ak a 


fab} 
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only be made on the basis that ‘the share of that partner... . had been 
received by the partner who has the real and effective control of that share.’ 
Actual receipt is, of course, not necessary, but the words in italics state a 
conditions of fact which must exist in order to justify the assessment.” 

After quoting s. 94 (3) the Board went on to say, “Sub-section (3) is 
evidently meant to provide an illustration of the circumstances which would 
satisfy what we have described as the primary and essential condition for the 
operation of section 94. It may be that the facts of the present case are 
such as that sub-section contemplates, but even if they are, the husband 
cannot be said to have the real and effective control of his wife’s share of 
the partnership income. At the most he could only be considered to have 
real and effective control of so much of her share as has been devoted to the 
payment of household and living expenses. The wife undoubtedly has real 
and effective control and disposal of the balance.” 

(2) Prior to July 1, 1939, the taxpayer had carried on business as a 
builder and contractor. On that date he entered into a written agreement 
with his two sons to take them into partnership. In respect of income year 
ended June 30, 1940, the Commissioner applied s. 94 on the ground that the 
two sons had not the real and effective control and disposal of their shares 
of the net income of the partnership. It was agreed that, under the above 
deed, neither son had the real and effective control and disposal of his share 
(i.e., the whole of his share) of the net income of the partnership; inter alia, 
his right to anything more than £5 per week depended upon his father’s 
consent. The agreement*of July 1, 1939, was, however, for all purposes 
varied as from July 1, 1939, by a written agreement of December 5, 1940 
(i.e., after the close of the year of income) to provide in effect that as from 
July 1, 1939, the sons should have the real and effective control and disposal 
of their shares of the net income of the partnership. The Commissioner 
applied s. 94. The sole issue before the Board of Review was whether the 
matter depended upon the original constitution (i.e., the agreement of July 
1, 1939) or the amended constitution (i.e., the original agreement as amended 
by the agreement of December 5, 1940, which was expressed to relate back 
to July 1, 1939). On this point the Board held that the matter depended on 
the original constitution, and for this reason the partnership objection was 
not upheld. The Board, however, went on to say, “Although the Com- 
missioner’s representative refrained from disclosing particulars of the assess- 
ment under review, it appears probable from the material before us that the 
assessed tax is the tax which would be payable if the excess of the sons’ 
shares of profits (or the amounts treated by the Commissioner as those 
shares) over their drawings . . . . had been received by their father. We do 
not think that such an assessment is authorised. In a case to which s. 94 
(1) (a) applies an assessment, within the meaning of the section, mfist, in 
our opinion, be based on the notional receipt by one partner of the share 
(i.e., the whole of the share) of one or more of the other partners. Further- 
more, as we recently decided in another case, the assessment remains 
unauthorised unless the partner who, for assessment purposes, is the notional 
recipient of that share had in fact the real and effective control of the share 
(i.e., the whole of that share). As the facts of this case show, the father 
only had control of each son’s share of profits to the extent to which the 
share was in excess of £260. We accordingly’ refrain from confirming the 
assessment.” (C.T.B.R.—not yet reported.) 

These decisions reveal a grave defect in s. 94. It would appear, for 
example, that if a wife, who is a member of a family partnership, actually 
receives, or has applied for her individual benefit, a sum, however small, and 
that sum does not answer the description of money “applied to meet the 
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private or domestic obligations” of her husband, then s. 94 has no application, 
notwithstanding that she has not the real and effective control and disposal 
of her share of the remainder of the net income of the partnership. 

It-is considered that s. 94 should be amended so as to provide that s. 94 
shall operate to the extent that a partner has not such real and effective 


control. 
Loan REPAID BY CONVEYANCE OF GROUND RENTS 


Ground Rents Greater in Value than Loan 


The taxpayer company lent £15,000 to the C company. The C company 
expended that sum in the erection of houses which, upon completion, were 
leased for 99 years at a ground rent of £6 per annum. The C company 
agreed to convey the freehold of each house, together with the ground rent 
reserved by the lease, to the taxpayer company. Upon each such conveyance 
the taxpayer company agreed that its loan of £15,000 should be satisfied to 
the extent of £58/16/5} and the interest thereon; 249 houses were so 
conveyed which, at £58/16/53 each, amounted to approximately £14,647, 
leaving only £353 owing in respect of principal. The market value of each 
ground rent was approximately £130. Held that the difference between the 
market value of the ground rent and the amount by which the loan was 
reduced was assessable income of the taxpayer company. Ruskin Investments 
Lt. v. Copeman [1942] 2 All. E.R. 520. 


DEDUCTION OF EXPENSES OF OpposING BILL For COMPULSORY 
ACQUISITION OF PARSONAGE HOUSE 


A proposal by private bill to extend an English aerodrome would have 
necessitated the compulsory acquisition of a parsonage house and grounds. 
The rector presented a petition to Parliament in opposition to the bill and 
was successful to the extent that an alternative site for the parsonage had 
to be supplied and compensation paid to cover the cost of constructing a new 
parsonage house and garden. The rector claimed a deduction of the expense 
to which he had been put in presenting the petition. Held The rector held 
the parsonage house as a corporation sole and it was his duty to reside in it 
and to hand it over to his successor. The expense incurred in opposing the 
bill was incurred wholly, exclusively, and necessarily in the performance of 
the duties of his office within the meaning of Sched. E, r. 9 of the English 
Act and was, therefore, deductible. Mitchell v. Child [1942] 2 All. E.R. 504: 


CIRCUMSTANCES IN WHICH COMMERCIAL TRAVELLER HELD TO BE 
CARRYING ON A BUSINESS 


The appellant was employed by a firm, P. & P., as a commercial traveller 
on a salary and commission basis; with the consent of that firm he also 
travelled for other firms on a commission basis. He was held by the 
Commissioners to be carrying on a trade or business as a commercial 
traveller and so liable to English excess profits tax. Held, inter alia, that 
if the appellant had been employed solely by P. & P. he could not be held to 
be carrying on a trade or business, but because he acted for other firms there 
was evidence on which the Commissioners could conclude that he was 
carrying on the business of a commercial traveller. (Marsh v. I.R. Comrs. 

[1943] 1 All. E.R. 199.) ‘a 
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DETAILS TO BE FURNISHED WITH INCOME TAX RETURNS 


Modification of Departmental Requirements 


The following memorandum has been received from Mr. J. W. Hughes, 
Deputy Commissioner of Taxation, Sydney :— 

To provide some nreasure of relief in the matter of details required to be 
furnished with income tax returns, the Federal Commissioner of Taxation 
has authorised a modification of normal departmental requirements under 
certain conditions. 

Subject to receipt of a specific application, the Deputy Commissioner may 
approve of the relaxation of usual requirements to the extent indicated 
hereunder : 


1. Wages List 

The Deputy Commissioner may accept the taxpayer’s return without such 
a list and grant some extra time, not later than 31st December, for the 
compilation and lodgment of the wages list. 
2. Dividend Lists 

The Deputy Commissioner may dispense with the dividend list of a public 
company if he is satisfied that the revenue will be adequately protected under 
an arrangement whereby the Department will be supplied, firstly, with par- 
ticulars of any variations in the ownership of the shares that have occurred 
during the year and, secondly, with a definite advice as to any variation in 
the amount or the rate of dividend paid as compared with the previous year. 


3. Bad Debts 

Where large numbers of bad debts are claimed, the Deputy Commissioner 
may dispense with a detailed list of bad debts in any particular case where 
he is satisfied that the revenue will be adequately protected if the tax agent 
furnishes a certificate to the effect that each and every bad debt written off 
has been personally examined by him and that he is satisfied that the 
individual amounts included in the total claim for bad debts meet every test 
prescribed by the Department for the purpose of determining whether the 
amount is an allowable deduction for income tax purposes. 

The Deputy Commissioner, at his discretion, may require a modified list 
to be furnished showing details of individual items written off in cases of a 
specified amount, e.g., £100, together with the tax agent’s certificate regarding 
the amounts of bad debts under, e.g., £100 for which details are not furnished. 
4. Insurance Premiums 

In any particular case where the tax agent is prepared to certify 
specifically— 

(a) that no insurance premiums have been paid to non-resident insurers 
who do not carry on business in Australia, either through a resident 
broker or by means of a principal office or branch established in 
Australia; and 

(b) that the deduction claimed does not include any premium paid outside 
Australia to an insurer who does carry on business in Australia, 

the certificate from the tax agent may be accepted in lieu of the detailed list 
of insurance premiums. 


DivipENDs Pain To NON-RESIDENT SHAREHOLDERS 


Section 255 of the Commonwealth Income Tax Assessment Act provides 
that, with respect to every person having the receipt, control or disposal of 
money belonging to a non-resident who derives income from a source in 
Australia or who is a shareholder, debenture holder, or depositor in a 
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company deriving income from a source in Australia, certain provisions shall 
apply. One of these provisions is that that person shall, when required by 
the Commissioner, pay the tax due and payable by the non-resident. He is 
required to retain out of any money which comes to him on behalf of the 
non-resident so much as is sufficient to pay that tax, and he is made 
personally liable for the tax to the extent of any amount that he has so 
retained or should have retained. 

Advices have been received from Mr. Chenoweth, Federal Deputy Com- 
missioner, Melbourne, that the question whether a company incurs any 
personal liability under s. 255 if it fails to withhold from dividends paid to 
non-resident shareholders the tax payable by the non-residents in respect 
of the dividends was settled by a recent decision given by the Federal 
Commissioner of Taxation. 

The Commissioner stated that s. 255 contemplates a liability for tax which 
has been established by way of an assessment, and that, unless the company 
paying the dividend has been notified by the Department of the non-resident 
shareholder’s .liability, either by the issue of a notice of assessment to the 
company as agent for the non-resident or in some other form, and required 
to pay the tax which is, or will become, due and payable by the non-resident, 
no obligation is imposed on the company to make any deduction from the 
dividends it pays to the non-resident shareholders. It follows, in the absence 
of such notification and requirement, that the company incurs no personal 
liability for the tax in respect of the dividends it pays to the non-resident 
shareholders. 





Modern Stocktaking Procedure 


By A. J. GAIRNS, F.F.I.A., A.A.LS., A.C.A.A. 


Now that many balance sheets for the year ended June 30 last are appearing, 
it may be an appropriate time to consider the subject of annual stocktakings 
and modern trends with regard to this feature of accounting routine. Most 
firms have come to dread the cumbersome procedure of entering and pricing 
their possessions and breathe a hearty sigh of relief when the sheets are 
finally compiled and certified. The majority of them make preparation well 
before balance date and thus simply complete the inventory on the final day. 
Another class of trade finds it impossible to carry out the inventory until 
close of business on June 30 or such other day as is chosen to balance. 
This involves, in many cases,‘a very heavy night, as doors must open for 
business next day as usual. 

At the outset it may be mentioned that the most important of the modern 
trends regarding the taking of stock is, surprisingly enough, to cut it out 
altogether and replace the whole irksome business with a progressive 
physical check which may take place all the year round. This tendency is 
important and is most certainly progressive, as the amount of stock on 
hand and its value is a question which should concern us at all times and 
not merely on one day per year. The installation of stock control systems 
has led to this development and, in order that these controls be efficient and 
true, a check must be made with the contents of the stock bins as often as 
is deemed necessary, according to the class of goods handled. This has led 
to the procedure of checking each bin in order and comparing with the 
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theoretical stock as shown on the stock records. In many cases, this is carried 
out by an employee who does nothing else but carry out the check. In other 
cases, the stock record clerks themselves work up a roster so that, during 
- the year, each bin or section of stock will have been physically handled and 
checked. If errors and discrepancies are immediately investigated and 
adjusted, the stock records should be very accurate. All that remains, in this 
case, at the end of the financial year is for an extract of the stock records 
to be made and priced. One point which it is necessary to make very clear 
is that the stock records themselves are of little use unless the physical check 
takes place as well either at the date of stocktaking or progressively during 
the year. 


UnpDER CosTING SYSTEMS 


The installation of costing systems has also helped the stocktaking problem. 
If periodical trading figures are required, either four-weekly or monthly, as 
the case may be, it is often necessary to take stock on the closing balance day. 
In most cases, a complete stocktaking is not required. For instance, in one 
establishment a stock of finished goods on hand may be unnecessary, and 
this is estimated by adding factory production to opening stocks at standard 
cost and subtracting the cost price of sales. In other cases, the stocks of raw 
materials may be estimated each period and the usage only recorded 
accurately and used in the costing figures. In all cases, it is usual and 
generally necessary carefully to take stock of work in progress on the 
balancing day. This has led to a regular stocktaking on the required dates. 
Under the four-weekly periods, these balancing dates correspond with the 
week-ends and stock is mostly taken on Saturday mornings, which has been 
found to be a most convenient time—particularly if the industry is on a 
five-day working week. These regular stocktakings are accepted by the 
whole factory as a matter of course and the whole operation, which previously 
was regarded as an annual upset, becomes part of the normal factory routine. 
Production programmes are planned to include it and production stopped 
at the right moment to enable the procedure to be carried out smoothly and 
on time to enable the staff to take their usual Saturday afternoon holiday. 
The result of the regular stocktaking is that the annual inventory is simply 
another balance date no different in any way from the twelve or eleven 
others which have preceded it during the year. Each balance is as important 
as the other to the costing staff, who should rigorously check the taking of 
the stock on each occasion. 

A further result of the periodical taking of stock is that the factory is, 
of necessity, much tidier and, instead of the annual “clean-up,” stock must 
be turned over and its value assessed every four weeks or so. A quicker 
clearance of rejects and spoiled work is made and the opportunity given 
to the sales staff to place it while there is a market instead of at the end 
of the financial year. No responsible official would tolerate taking a stock 
which was badly arranged and not in decent order. The opportunity is 
given for the cost accountant or other responsible officer to delve into corners 
and insist on cleanliness and order where before was dirt and chaos. If the 
four-weekly system is adopted, the year is divided into 13 periods of four 
weeks each and the annual balance is usually arranged for the Saturday 
nearest to June 30. For instance, in 1943, stock would probably be taken 
in most cases on Saturday, June 26. Although the accounts as published 
would be “the accounts for the year ended June 30, 1943,” they would be, 
actually, only up to June 26, and transactions on and after Monday, June 
28, would be part of the financial records of the 1943-44 year. This would 
enable the four-weekly periods to go on undisturbed. Of course, stocks 
which, under a costing system, are only estimated (such as finished goods) 
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should, however, be always taken at an annual balance (or an extract made 
of stock records as explained above), so that the “book” figure can be 
adjusted with the true stock on hand. Beyond this, the annual stocktaking 
is no different from any other. 





DEPARTMENTAL STORES 


The problem of an annual inventory is one of some concern in large stores 
where business of a very heavy nature occurs up to closing time on balance 
date and where sales must re-cgmmence on the tick of 9 a.m. next day. In 
most cases, these stores are of the departmental type and often sectional 
movements or re-allocations of counter space are also being carried out at 
the time. The very bulk of stock handled prevents any possibility (unless 
the staff worked all night) of making a tally on stock-eve, so that other 
measures are necessary in order to provide for stock figures. 

It may be of interest to learn the steps taken by one of these large 
emporiums to solve this problem in its own way. Stocktaking is carried 
out by each department independently of the others on a pre-arranged day. 
For instance, the taking of stock may be commenced on, say, June 1, on 
which day two or more departments, such as the manchester and the 
perfumery, take their stock in their own fashion and with the ordinary sales 
staff. The next day another department or departments commence their 
task, and so on until the whole store is govered. The point, however, which 
is most important is that this same day, viz., June 1 or 2, as the case may 
be, is chosen for the same departments to take their stock next year, so that, 
in effect, exactly 12 months separate each stock. A rigid rule is that each 
department must complete its stock on that particular day. Probably prepara- 
tions for the actual inventory have been made some time before, but, if the 
actual tally cannot be completed in the leisure moments of the staff during 
the day, then additional time must be devoted to the task after hours. Some- 
times, despatch hands or even special temporary employees are engaged to 
assist each department during the vital month, but usually the task is 
completed with the aid of thoughtful organisation by the normal staff. 

Although a date other than June 30 is chosen for most of the departments, 
the sales or revenue side of the store records is not adjusted to that date. 
For instance, in the manchester department, although stock is taken on 
the first of June, the new financial year still commences on the first day of 
July and proceeds to the end of June the following year. The point I am 
making here is that the stock taken on June 1 is simply taken for purposes 
of accountancy as the stock on June 30. Obviously, if sales during the June 
following do not correspond with those of the subsequent June, an error in 
the accounts is created. This is realised, of course, but, for all practical 
purposes, the scheme is accepted as the only one possible under the emporium 
set-up and is retained for its obvious convenience. It would be difficult to 
evolve anything more ingenious. 


Brn Carps, or Nor? 


The question of the advantages and disadvantages of using bin cards to 
record the movement of stock is often debated. I think the whole matter 
depends on the class of stock handled and the type of stock control system 
in use. For instance, some control systems are installed primarily with the 
idea of assisting buying. In “chain” stores, for example, a weekly tally of 
all stock is made, simply with the idea of placing in hand orders for replace- 
ment of lines sold. Under this method, a very simple set-up consisting of 
this week’s stock on hand subtracted from the total of last week’s plus 
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all purchases received is used. The result gives the sales for the week, which 
is a vital factor in a store doing a quick turnover. Under this system, it is 
obvious that the handling of bin cards is not only unnecessary but would 
be fatal to speed and efficiency. By the way, the above system, although 
designed principally for the buyer, does definitely give a good stock control 
as well, as successive sales figures can definitely be compared and discrepan- 
cies will be revealed. 

Another firm may find it most inconvenient to attempt to tally the stock 
at the required times. It must not be forgotten that most “chain” stores 
are well staffed with sales people who do definitely have certain slack 
periods. Where this happy state of affairs occurs also in other industries, 
by far the better plan is to do without bin cards, as these will be found to 
be clumsy and slow. In all other circumstances, where a limited staff is 
in charge of a fairly big store, the advantages obtained from the bin cards 
where records of “ins” and “outs” and balances on hand have been entered 
after each transaction are so great as to warrant the time and trouble in 
entering each line as it is handled. Instant reference to the stocks on hand 
without need of counting, easy compilations of stock-on-hand for periodical 
stocktakings required under a costing system, and extra service made possible 
to clients both personally and on the telephone, are factors which usually 
demand the use of bin cards. If a corresponding system of stock records 
is kept by the clerical personnel, such as the cost office or the store office, 
and this is checked with the bin card each week or substituted period, it only 
remains for a physical check (carried out systematically over a period of 
time, such as six months) to make a perfect stock control system. 

A word of warning is necessary regarding bin cards. It is essential for 
their successful use that rigid adherence is made to the rule that all “ins” 
and “outs” be recorded. One or two failures to do so will ruin the whole 
scheme and, if time and trouble has to be spent in locating errors which turn 
out to be omissions of this nature, it would be better not to have bin cards. 
Bad writing and figuring must be speedily corrected. A good system of 
bin numbering must be adopted and the same characters used on the cards. 
A good plan is to number the “bays” or sections by letters of the alphabet 
and each bin by its numerical sequence, such as Al, A2, etc. Suitable bin 
card holders are necessary, as cards lying amongst the stock will be lost or, 
at least, badly soiled. Stock must be kept clear of the floor and despatched 
speedily to its correct receptacle. 





SHELVING 


It goes without saying that good stock control and speedy taking of stock 
when required is assisted materially by suitable equipment, and this brings 
us to the question of shelving. The shelves and bins obviously must be of 
a size convenient to handle the present stock and, at the same time, allow 
a change-over to stock of quite a different type. Then there is the matter of 
weights and the capacity of the bins to carry only a certain weight of stock. 
There is no doubt that the solid wooden shelving, built to last, and with a 
suitable variety of bin sizes and extra strong and extra large units, is very 
hard to beat for a firm whose business is established along certain channels 
and whose stock is more or less constant. 

War-time requirements, however, have taught us very definitely that most 
of our businesses can change very speedily, and this has caused a definite 
swing in favour to the pre-fabricated, standard “stacks” of steel bins which 
can be erected where required and can be altered speedily to any size by 
simply loosening certain bolts and nuts and adjusting the shelf to a new 
position indicated by punched bolt holes. Since these units can be obtained 
in light, medium or heavy construction, the requirements of the store as to 
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weight, capacity and size can be calculated and the whole store set-up planned 
accordingly. These units, of course, are practically everlasting and, unlike 
wood, can be dismantled and moved to any new position. Provision for the 
bin card holders mentioned in the previous paragraph can be arranged and 
the shelves are supplied in standard colours, which give an immediate 
impression of an efficient and well-kept store. Sides and backs, and also 
bin fronts, are available, making complete all facilities for good storekeeping. 


THE IDEAL STORE 


A good or bad stocktaking is usually determined to a great extent by the 
type and location of store, and this brings us to a discussion as to what is 
the ideal store. The aim of good storekeeping is to have the right goods 
in the right place at the right time, so as best to assist the requirements of 
manufacturing or selling according to the function of the store. 

Obviously it is necessary, therefore, to have one central store for manufac- 
turing and, if same cannot be combined, a separate store for finished goods. 
In many factories it is becoming the practice for each productive department 
to have adjacent to its field of activity those lines which are used mainly 
in its own field of manufacture. Sometimes these goods are not necessarily 
in stores, but, in any case, the dispersal of raw materials, etc., makes any 
attempt at stock control most difficult and the factory stocktaking is liable 
to very serious errors and omissions. The central or base store, on the other 
hand, allows for the co-ordination of all the store functions, including efficient 
delivery routine, co-operation with the buying department, and suitable 
control under the supervision of a store expert. 

Modern manufacturing and the requirements of the cost accountant have 
brought a further complication with regard to storekeeping. Modern 
departmentalisation insists on a rigid recording of transfers as between 
departments, so that the value of work done by one on behalf of another 
will be recorded and correctly transferred so as to show proper costing results. 
This has proved to be one of the most acute practical problems of costing, as 
every cost accountant will know only too well. While most executives are 
extremely careful to record the movements of goods going outside to store 
or to sell, they invariably are careless regarding internal movements to 
the detriment of the costing figures. 

The latest development to counter this looseness is the introduction of a 
“hub” store. By its name, this implies the store representing the hub of a 
wheel, and the various departments which surround it being likened to the 
spokes. The effect will be the same if the “hub” store is situated in some 
central position where it is accessible to each department. Stores control 
is operated on the principle that transfers to and from departments—no 
matter how complex—can proceed only through the “hub” store, where 
adequate records can be made and passed on to the cost office. The obvious 
advantages in control and accuracy are apparent, and the assistance of the 
store is invaluable in taking stock of work in progress. 

To summarise this essay, it may be said that the only way to overcome 
the objections to stocktaking is to abolish it in the manner set out in the 
early discussion; while, if its inconveniences are of necessity to be tolerated, 
then it is necessary to secure the machinery, the equipment and the lay-out to 
handle it speedily and efficiently. 
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Companies Act 1938—Filing of Private Balance Sheets 


By P. M. Woon, A.1.C.A,, A.C.A.A. 


It is felt that the attention of company secretaries and members of the 
profession might be directed to certain provisions of the Victorian Companies 
Act, 1938, in connection with the private balance sheet of a proprietary 
company which is a subsidiary company in relation to a holding company. 

On the subject of the private balance sheet, Section 133 (5) provides that 
the auditors of every company shall require and the directors and manager 
shall supply to the auditors a balance sheet (thereafter referred to as the 
“private balance sheet’) giving, inter alia, the details on which the share- 
holders’ balance sheet is founded. Subsection 6 of that Section goes on to 
provide that the private balance sheet must be signed by the manager and by 
the director or directors, whilst subsection 7 provides that the auditors must 
sign “a certificate at the foot of the private balance sheet stating whether or 
not all their requisitions as auditors have been complied with.” The Act then 
provides in subsections 9 and 10 of Section 133 as follows: 

“(9) A duplicate of such private balance sheet and of all such further 
details and information, which duplicates shall also be signed and certified 
as provided in subsections (6) and (7) of this Section, shall within 21 days 
from the first general meeting of the company after the private balance sheet 
is supplied as aforesaid be by the auditors or one of them deposited with the 
Registrar-General in a sealed envelope.” 

“(10) On the outside of such sealed envelope there shall be legibly written 
by the auditors the name of the company and a cerfificate signed by the 
auditors stating the contents of the envelope and that the requirements of 
this Section have been complied with in respect of such contents.” 

The above subsections appear quite simple, and at this stage it might well 
be asked wherein lies the difficulty. It is suggested that the difficulty arises 
from the application of Section 132 to the subsections above mentioned. 

Ordinarily one would have imagined that the filing of the private balance 
sheet of a subsidiary company incorporated outside Victoria would be no 
concern of the Victorian Legislature, and generally speaking this would be 
correct. However, where a holding company is incorporated under the 
Victorian Companies Act, apparently any of its foreign subsidiary companies 
may be reached, to a limited extent, by the Victorian Legislature through 
the holding company. Thus one finds a provision in the Victorian Companies 
Act (Section 125) which makes it compulsory for a holding company which 
has subsidiaries to annex to the holding company’s profit and loss account 
and balance sheet either a separate profit and loss account and balance sheet 
for each subsidiary company, or a consolidated profit and loss account and 
balance sheet of the holding company. 

Referring back to Section 132, one finds that by subsection (10) (a) it is 
provided, inter alia, that notwithstanding anything in the Act the provisions 
of this Section and the two next succeeding Sections shall apply to a proprietary 
company which is a subsidiary company in relation to a holding company. 

Section 133 is one of the “two next succeeding sections” referred to in 
Section 132 (10) (a), and accordingly it is suggested that the application 
of Section 132 (10) (a) can mean nothing more or less than that the private 
balance sheets of proprietary companies which are subsidiary companies in 
relation to holding companies must comply with the requirements of Section 
133. It might have been contended with some conviction that “subsidiary 
company” meant a company incorporated in Victoria had it not been for 
Section 126. This Section defines a subsidiary company, and in the course 

















340 THE AUSTRALIAN ACCOUNTANT SEPT. 


of the definition it is stated that “Where the assets of a company consist 
directly or indirectly in whole or in part of shares in another company 
(whether that other company is a company within the meaning of this Part 
or not) ... every such company shall be deemed to be a subsidiary company 
within the meaning of this Part.” 

It is apparent that the private balance sheet of all subsidiary companies 
should be deposited with the Registrar-General in order to comply with 
Section 133 (9). In further support of this contention, it is suggested that 
the underlying purpose of the relevant sections of the Act is to protect 
creditors and shareholders by permitting the opening of the sealed envelopes 
containing the private balance sheets in certain circumstances. Without the 
private balance sheets of the subsidiary companies the private balance sheet 
of the holding company would be of little value, as it can readily be appre- 
ciated that if the holding company had large investments in subsidiary 
companies, the true value of the assets and liabilities of the holding company 
could not be ascertained and determined without an inspection of the balance 
sheets of the subsidiary companies. 

As to what further details and information should accompany the private 
balance sheet is a question on which there are considerable differences of 
opinion. When one considers carefully the purpose of the private balance 
sheet, the only conclusion that can be reached is that if the “further details 
and information” are to be of any real advantage they can only mean complete 
detailed schedules of all the assets and liabilities that are shown in the share- 
holders’ balance sheet. It is felt that the Act might, with advantage, have 
contained specific directions as to what matter should be included in private 
balance sheets. However, as the Act does not contain any such directions, the 
persons likely to be interested in the private balance sheet are entirely in 
the hands of the executives who compile the private balance sheet in what 
they, in the exercise of their discretion, consider to be the proper form of 
the private balance sheet. 

It is understood that the view taken by the Registrar-General’s Office is 
that it would be sufficient compliance with the Act if the private balance 
sheets of the subsidiary companies are enclosed in the envelope containing 
the holding company’s private balance sheet and if the names of the subsidiary 
companies are shown on the outside of the envelope and the auditor’s 
certificate appears thereon. Difficulties may occur where the auditor of the 
holding company is not the auditor of the subsidiaries, and here again it is 
believed that the view taken is that provided each subsidiary company’s 
private balance sheet is signed by the auditor of that particular company, the 
certificate on the outside can be signed by the auditor of the holding company. 
In such a case it would probably be necessary for the auditor to qualify his 
certificate, as he would only be in a position to certify that the requirements 
of the Act in respect of the balance sheet of the holding company had been 
complied with. 

It is believed that the private balance sheets of all subsidiary companies 
are not being filed, and these brief notes may therefore be of some interest 
to accountants. 
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National Security (Medical Benefits for Seamen) Regulations 


These regulations, which are deemed to have come into operation on 
September 7, 1941, provide for the payment of benefits and expenses to 
Australian mariners sustaining war injuries in the course of employment as 
Australian mariners. 


National Security (Salvage) Regulations 

These regulations provide for the appointment of a Salvage Commission 
to regulate and control the collection, treatment, disposal and use of salvage 
materials. The powers of the Commission are extended to any salvage 
materials which are declared by the Minister for Home Security to be 
salvage materials for the purposes of the regulations. 


National Security (Housing of War Workers) Regulations 


An amendment to regulatiorls provides that where neither the tenant nor 
any dependent of the tenant has resided in a dwelling house in a prescribed 
area for a period of twenty-eight consecutive days, the tenancy shall, for the 
purposes of the “protection of tenants” section of the regulations, be deemed 
to have terminated at the expiration of that period of twenty-eight days. 
Additional provision is made for the exclusion of premises from this regulation 
on application by the tenant to a prescribed person. 





National Security (Munitions) Regulations 


| In accordance with the announcement of the Prime Minister that the 

manufacture of agricultural machinery and food processing plants, in accord- 

ance with requirements estimated by the Controller of Food, would be 

classified for purposes of priority as a munitions project, an order has been 

issued under the National Security (Munitions) Regulations, declaring such 
plant to be munitions. 


National Security (Supplementary) Regulations 


An amendment to these regulations provides that on or after July 21, 

} 1943, where the sales tax upon the sale of any specified goods is chargeable 

under an Act, at a rate exceeding 74 per cent., that portion of the tax equal 

to the difference between the tax and the tax that would be chargeable, if 

the rate were 74 per cent., shall not be chargeable. The regulation applies 

to goods included in the provision of “coupon goods” in Rationing Order 

No. 27, made under the National Security (Rationing) Regulations, other 

than goods covered by any item in the third schedule of the Sales Tax 
(Exemptions and Classifications) Act 1935-1943. 

On August 20, 1943, the Commonwealth Prices Commissioner, referring 
to the effect on retail prices of the reduction in sales tax, stated that clothing 
in general was subject to sales tax at 124 per cent. Taking into account the 
gross profit margin of the retailer, the actual reduction in retail prices would 
differ according to the permissible margin for each trader. To avoid confusion 
and: multiplicity of calculations, it had been decided that a general reduction 
of 33 per cent. in retail prices would take all the relevant factors into account. 

-~ This decision, however, would not apply to women’s and girls’ outer wear, 
the price of which was already subject to a specific Prices Regulation Order. 
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THE AUSTRALIAN ACCOUNTANT 


Holding Companies and their Subsidiaries 


By R. A. Irtsu, F.c.a. (Aust.) 


(Being a lecture delivered to the Commonwealth Institute Students’ Society, 
N.S.W. Division) 


It is a common feature of our commercial structure for one company to 
own shares in another company. 

A holding company is a company which owns more than 50% of the 
issued shares of another company and thereby is in a position to control its 
operations. Alternatively, a company entitled to more than 50% of the voting 
power or with a right to appoint a majority of the directors may be a holding 
company. The company whose destinies are so controlled is known as a 
subsidiary company. 

Holding companies are sometimes created by chance, but in some notably 
successful cases have been the key feature in a skilfully planned scheme to 
control a particular industry. 

To get control of a successful enterprise it is cheaper to acquire its shares 
than to liquidate and transfer the assets to the purchaser—incidentally, in the 
process, possibly dissipating the goodwill. Also, control may be achieved 
by buying anything over 50% of the shares, for which purpose payment 
may be made not in cash but in shares of the purchasing company. So, a 
company which to-day is an ordinary trading company may to-morrow find 
itself a holding company with a full-grown and energetic child, simply by 
exchanging shares. 

It is important to note that the holding company is not always purely an 
investment company. It is quite competent to trade on its own account as 
well. There are two well-recognised forms of holding company structure: 

(a) Horizontal combination—where the holding company controls a series 

of subsidiaries in allied industries. 

(b) Vertical combination—embracing a dissimilar range of investments. 

It is wiser to look on holding company “set-ups” not so much as an invest- 
ment matter as a planned attempt to control and direct certain avenues of 
trade, much as a firm would operate a chain of branches or a number of 
departments. This thought about branches or departments is outstandingly 
vital, as, if you know anything of branch accounts, you have a good clue to 
the principles behind consolidated statements. Of passing interest only are 
some of the generally accepted advantages of large holding companies : 

(a) Economy of large-scale operation. 

(b) Ability to exploit by-products in quantity. 

(c) Ability to experiment and finance research. 

(d) Control over supplies. 

(e) Ability to standardise and so economise. 

(f) Greater ability to obtain suitable labour and to pay an adequate 

reward for labour. 

(g) Elimination of waste and competition. 

(h) More effective use of labour. 

(i) Greater ease in obtaining capital. 

(j) Cushioning of trade fluctuations. 


Opposed to this are real disabilities: 
(a) Failure involves many other firms and has a severe impact on trade 


generally. 
(b) Once established, it is hard to change the character of the business. 
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(c) Success is dependent on skilled and vigorous management at all times, 
otherwise many of the expected economies fail to materialise. 

(d) From the investor’s point of view, the accounts of the holding company 
do not give him a full picture of the disposition of his capital. It is 
easy to hide the true position. 

This last thought leads in to the main subject. Holding companies in 
Australia are most reticent about giving adequate information and are usually 
content with technical compliance with Companies Act requirements. Unfor- 
tunately, most of our Companies Acts call for very little information and, 
unlike Victoria, for instance, do not require either of the two methods 
accepted overseas for presentation of the complete picture of holding and 
subsidiary companies, viz. : 

(a) Presentation of profit and loss account and balance sheet of each 

subsidiary together with those of the holding company; or 

(b) presentation of a consolidated statement of profit and loss and of 
assets and liabilities. 

The first alternative is not favoured, especially if there is a large number 
of subsidiaries. Apart from the objection to placing so many statements 
before shareholders with little or no accountancy knowledge, there is a more 
pertinent objection in that the impact of inter-company transactions cannot 
be properly gauged. 

The second alternative is usually preferred. It means presentation of one 
statement only and calls for the elimination or adjustment of inter-company 
dealings in order to show the correct composite picture. 

It is this second suggestion which can be most complex, depending, of 
course, on the intricacy of the inter-company structure. Because it is not in 
everyday use, consolidation of accounts needs deep and analytical study to 
command the fine points of principle. 

In a lecture with somewhat limited time available our analysis cannot be 
exhaustive, but we can enunciate certain features which are of universal 
application : 

1. Keep clearly in mind the different interests at stake. Remember that the 
companies are separate legal entities though of the same family, like 
father and son. So, too, remember that the subsidiaries may have 
minority interests whose rights must be recognised. Perhaps we could 
liken them to the wife of one of the sons, capable of working harmo- 
niously but easily productive of discord. Being separate entities, each 
company must keep its own accounts and prepare its balance sheet in 
the usual way. 

2. Repeating an earlier comment, remember that, subject to minority 
interests, each subsidiary is very much in the nature of a branch. 

3. Consolidation may be misleading and dangerous unless there are uniform 
balance dates, uniform classification of transactions and uniform methods 
of accounting and valuation of assets. Effective “behind-the-scenes” 
organising is essential if we are to have reliable consolidation. 

4. Consolidation attempts to give a composite picture of the position of 
related but distinct entities. It is almost a photograph of the family 
group. Naturally, it is necessary to eliminate and adjust all inter- 
company transactions, etc., and particularly : 

(a) Inter-company capital interests. 

(b) Inter-company current accounts. 

(c) Inter-company profits both on sales of stocks and capital expenditure. 

(d) Goodwill and capital reserves. 


(e) Inter-company items in transit. 
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It can be seen that the consolidated statement is essentially a combination 
of values of similar items in all the balance sheets. To understand the appli- 
cation of these principles, four cases should be considered: 

1. A simple case of 100% ownership and with no special complexities. 

2. A case of consolidation at the date of purchase of shares in the subsidiary. 

3. Consolidation after operation of the same subsidiary for a period, with 

inter-company trading. 

4. Consolidation as affected by minority interests. 

Before taking up any of these examples, we must know the entries that 
each company, holding or subsidiary, makes in respect of its inter-company 
relationships : 

(a) The holding company debits “Shares in Subsidiary Companies” with 

the capital cost of the shares held. 

(b) The subsidiary has the nominal or par value of this investment as 

paid-up capital. 

(c) The holding company debits goods sold and advances to a subsidiary 

to a current account for that subsidiary (and vice versa). 

(d) The subsidiary has a corresponding liability account for such items 

(and vice versa). 

(e) Each company has a separate set of books kept on the usual basis. 

It is to. be noted that, for the sake of simplicity, the Parent Company 
Balance Sheet given in Example 1 applies to all examples. 


Clearly, the items marked (A) and (B) in each balance sheet have been 
cancelled out, leaving the real assets and real liabilities to be amalgamated 
so as to reveal the correct aggregate picture. 











Example 1 
PARENT COMPANY BALANCE SHEET 
Liabilities Assets 
Capital .. .. .........- £10,000 Trading Assets. .... £5,000 
Reserve . Be . .. 2,000 Shares in Subsidiaries . 6,000(A) 
Appropriation Account . .. 3,000 Advances to Subsidiaries 4,000 (B) . 
OE ws ts Ge as 1,000 

Shareholders’ Funds .. .. 15,000 
Credwors .. .. . ee 1,000 

£16,000 £16,000 














100% Sussip1ary BALANCE SHEET 


Liabilities Assets 
Capital .. .. .. .. .. #6,000(A) Trading Assets .. .. .. .. £14,000 
Appropriation Account 2,000 





Shareholders’ Funds . 8,000 
Advances .. .. .. .- 4,000(B) 
000 


EOS oc ac ee oe 


£14,000 























—_ 
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CONSOLIDATED STATEMENT OF LIABILITIES AND ASSETS 








Liabilities Assets 
Capital . Pens .. £10,000 Trading Assets .. .. .. .. £19,000 
Reserve . qa 5 ate aaa ee 1,000 
Appropriation Account . .. 5,000 
Shareholders’ Funds .. .. 17,000 
PE = SOS oe oe he 3,000 
£20,000 £20,000 














The above illustration is a very simple example of consolidation where 
there are no special complexities. In this case the parent company held the 
whole of the shares in the subsidiary and, furthermore, acquired them at par. 

The following example is, however, more complicated, and shows the 
adjustment which must be made when there are undivided profits at the date 
of purchase of shares in a subsidiary. It will be clear that the parent 
company in paying £6,000 for 5,000 fully paid shares in the subsidiary has 
allowed £500 for purchase of the assets represented by the balance on 
Appropriation Account (£500) and a further sum of £500 for goodwill. 
Expressed in another way, if the parent company had actually purchased the 
business and had paid £6,000 for it, the net tangible assets would be only 
£5,500, leaving £500 for goodwill. Because capital expenditure has been 
incurred in buying the right to the available balance of Appropriation Account, 
it will be clear that any dividend paid therefrom will not be a revenue profit, 
but must go to reduce the purchase price of the shares in the subsidiary 
company. This does not affect the taxation position, as tax would still have 
to be paid on the amount, but so far as the parent company is concerned, it 
would not be justified in taking any dividend paid from the available balance 
of £500 as current income available for distribution to its shareholders. 


Example 2 
CONSOLIDATION AT DATE OF PURCHASE 


100% Owned Subsidiary 


BALANCE SHEET AT DATE OF PURCHASE 


Liabilities Assets 
Capital .. .. .. .. .. #£5,000(A) Trading Assets .. .. .. .. £12,000 
Appropriation Account 500 (A) 
Shareholders’ Funds . 5,500 
Advances .. .. .. .. 4,000(B) 
COOMMINES 22. 00 oe co. ee 


£12,000 £12,000 


————— 














CONSOLIDATED STATEMENT OF LIABILITIES AND ASSETS 











Liabilities Assets 
Capital ... .. .. .. :. .. £10,000 Trading Assets .. .. .. .. £17,000 
ae sae ge cil gs ikl, Me SR: we 6s e0" ee ee 1,500 
Appropriation .. .. .. .. 3,000 
Shareholders’ Funds .. .. 15,000 
Creditors .. .. «~~. -ooe 
£18,500 £18,500 


oS 
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Goodwill is derived as under: 

Purchase Price of Subsidiary Shares .. .. .. «2 «2 ee ee es «+ + £6,000 

Less Par Value of Shares .. .. .. 6 Sart wei ee ea 


Less Subsidiary’s Appropriation Account .. .. .. .. .. 500 
—— 5,500 


i a canes Vg. an ee de e088 BA Sees 500 
i Coe +4 ce 06 b0 <6 40 40 06 46-00 cc eee |= ED 


Total Goodwill on Consolidation .. .. .. .. .. «. «- +. £1,500 


Note: If the subsidiary company had a General Reserve at date of purchase, 
it would be dealt with in the same way as the Appropriation Account. 

With further reference to the above example it must also be mentioned 
that the goodwill adjustment takes place year after year as above until the 
dividend of £500 is paid and credited against the purchase price of the shares 
in the holding company’s books. Once again it can be seen how we have 
eliminated the inter-company items from both balance sheets in order to 
prepare the consolidated statement. The advances of £4000 in each balance 
sheet have naturally been set off. The item “Shares in Subsidiary Company” 
(£6,000) has been set off against Capital and Appropriation Account in the 
subsidiary company balance sheet totalling £5,500, leaving a residue of £500 
which had to be added to goodwill for purposes of consolidation. 


Notes on Example 3: 


1. This is the most complete example and it should be explained that it is 
based on the same parent company balance sheet as in Example 1, and assumes 
also that the subsidiary is the same company as in Example 2 except that 
necessarily its balance sheet shows certain different figures as a result of one 
year’s trading. 

2. In this example the correct procedure whereby a consolidation work 
sheet is prepared to make the necessary eliminations and adjustments is 
illustrated. The procedure to prepare this work sheet is as under: 

(a) Set out the various assets and liabilities of the holding and subsidiary 
company respectively in the appropriate columns. 

(b) External liabilities and assets not affected by inter-company trans- 
actions can be transferred straight across to the consolidation column. 

(c) Items marked (A) and (B) are inter-company items which must be 
eliminated, and this is done by making, in effect, a journal entry in one of 
the two elimination columns. Thus the asset “Shares £6,000,” being a debit 
balance, would require a credit elimination; the item “Advances £4,000” 
would also require a credit elimination. The item “Goodwill £500” cannot 
be put into the work sheet until the goodwill at date of purchase of the 
shares has been ascertained as in Example 2. Having made this calculation 
(as in Example 2), it will then be necessary to make a debit adjustment to 
record the goodwill arising from consolidation, 


The item “Capital £5,000” in the subsidiary company, being a credit 
balance, will require a debit elimination, and tends to offset the holding 
company’s asset of “Shares £6,000.” So far as the Subsidiary’s Appro- 
priation Account is concerned, it will be clear that £500 of the available 
balance is in the nature of a capital profit (see Example 2) and if and when 
received must be applied to reduce the original purchase price of the shares. 
Therefore, it must be eliminated, leaving only the balance of £2,000 actually 











" 
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available for dividend to the holding company, which amount is extended 
into the consolidation column. The item “Advances £4,000” in the subsidiary 
company, being a credit balance, requires a debit elimination. As already 
mentioned, the external creditors are an actual liability of the complete 
concern and must be consolidated. 

It can then be seen how the various debit and credit eliminations have been 
balanced up in total, and there are left in the consolidation column only the 
real assets and goodwill, the external creditors and the real figure for 
shareholders’ funds. 

3. Having made these adjustments in the consolidation work sheet, it 
becomes a simple matter to prepare the consolidated statement of liabilities 
and assets shown above, using the figures in the consolidation column of the 
work sheet. 


Example 3 
CONSOLIDATION AFTER ONE YEAR’S OPERATIONS 


100% Owned Subsidiary 


BALANCE SHEET AFTER ONE YEAR 


Liabilities Assets 
Capital .. .. .. .. .. #£5,000(A) Trading Assets .. .. .. .. £15,500 
Appropriation Account 2,500 





Shareholders’ Funds . 7,500 





























PS nk cu ia 4,000 (B) 
CoemeeesS <5 4s wee oe, SO 
£15,500 £15,500 
CONSOLIDATION WorK SHEET 
Eliminations 
Assets Holding Subsidiary Dr. Cr. Consolidation 
£ £ £ £ £ 
Trading Assets 5,000 15,500 20,500 
Shares 6,000(A) 6,000( A) Nil 
Advances 4,000(B) 4,000(B) Nil 
Goodwill 1,000 500(A) 1,500 
1,600 15,500 22,000 
Liabilities 
Capital 10,000 5,000 5,000(A) 10,000 
Reserve , 2,000 2,000 
a 3,000 
Appropriation 3,000 _—-2,500 500(A) te 
15,000 7,500 
Advances 4,000(B) 4,000(B) Nil 
Creditors 1,000 4,000 5,000 





£16,000 £15,500 £10,000 £10,000 £22,000 
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CoNSOLIDATED STATEMENT OF LIABILITIES AND ASSETS 
Liabilities 


Paid Up Capital .. 

General Reserve .. . 

Profit and Loss Appro- 
priation Account . 


Net Worth .. .. . 
OE. < s0 os 06 © 


Example 4 


CONSOLIDATION AFTER 1 


Capital .. 


Appropriation Account — 


Shareholders’ Funds .. 


Advances .. . 


Creditors .. ... 


Assets 


Trading Assets 
Shares 
Advances 
Goodwill 


Liabilities 
Capital 
Reserve 
Appropriation 


Net Worth 
Advances 
Creditors 


. £10,000 
2,000 


5,000 


17,000 
5,000 


£22,000 



































Trading Assets .. .. .. .. 
GE 4 0d cece as 04 


Assets 





£22,000 








Year’s OPERATIONS WitH 20% MINorRITY 














INTEREST 
BALANCE SHEET 
Liabilities Assets 
£6,000 Trading Assets . . £16,500 
2,500 
8,500 
4,000 
4,000 
£16,500 £16,500 
CONSOLIDATION WorK SHEET 
Eliminations 
Holding Subsidiary Dr. Cr. Consolidation 
£ £ £ £ £ 
5,000 16,500 21,500 
6,000(A) 6,000(A) 
4,000(B) 4,000(B) 
1,000 800(A) 1,800 
16,000 16,500 23,300 
10,000 
10,000 6,000 4,800(A) { 1'200(M) 
2,000 2,000 
3,000 2,500 400(A) 3,000 
500 (M) 
15,000 8,500 1,600 
4,000 4,000(B) 
1,000 4,000 5,000 
£16,000 £16,500 £10,000 £10,000 


£23,300 





c 





(M) indicates the minority interest. 


Notes on above examples: 
1. This example still uses the parent company balance sheet set out in 


Example 1. . 


The additional complication introduced is that the parent com- 
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pany acquired only 80% of the shares in the subsidiary. Consolidation 
has to be effected after one year’s operations by the subsidiary company. 

2. As in Example 3, the usual procedure of preparing a consolidation 
work sheet must be carried out, and in the first instance all the assets and 
liabilities of the holding company and the subsidiary company will be entered 
into the appropriate column. The intention is still to eliminate the inter- 
company items, but the introduction of minority interests requires a slight 
difference in procedure. As before, the items “Shares” and “Advances” in 
the holding company’s balance sheet require credit eliminations, but so far 
as the subsidiary company is concerned the interest of minority share- 
holders must be recorded separately. Thus the £6,000 capital of the subsidiary 
company is broken up, 80% to the holding company, £4,800 and £1,200 to 
minority interests. The amount of £4,800 is an inter-company item and is 
eliminated, but the amount of £1,200 is extended into the consolidation 
column to be recorded in the consolidated statement. With reference to the 
Appropriation Account of the subsidiary, assuming that the balance available 
at the date of purchase of the 80% interest was £500 in all, it will be evident 
that only £400 (or 80%) of this “belongs” to the holding company. There- 
fore £400 must be eliminated. In the consolidation column we record the 
residue due to minority shareholders, namely, 20% of £2,500 (£500), and 
the balance of profit due to the parent company, which is £1,600, thus account- 
ing for the total balance of £2,500 on the subsidiary company’s Appropriation 
Account. The procedure from this stage is exactly the same as in Example 3. 


CONSOLIDATED STATEMENT OF LIABILITIES AND ASSETS 











Liabilities Assets 
COE c 45 ae oo os oe RO «Teme Ass .. .. .. »s Se 
Se ere —=—h lll Oe 1,800 
Appropriation Account . .. 4,600 
Shareholders’ Funds .. .. 16,600 
Outside Shareholders’ 
Gee ae 1,700 
PG <u See ao es 5,000 
£23,300 £23,300 














Note that goodwill has changed from Example 3. 
Assuming the same appropriation account applied at date of purchase as 
in Example 2 (£500), the goodwill on purchase of the shares is: 








ND SD “sn ne ik ete. On 60 ae ae.4o 6600-00 ae 
Less 80% of Subsidiary’s Capital .. .. .. .. .. £4,800 
Less 80% of Appropriation Account at date of 
DUPUREEE os +0 00 oo 06 40 06 60-08 we Wo 00 08 400 
5,200 
Goodwill for Consolidation .. .. .. .. «2 «+ +. +. £800 








Having dealt with essential principles, a more detailed example of a holding 
company with two subsidiaries is given. 

The relevant information is as under: 

Company A purchases 75% of the issued shares of Company B and 80% 
of the issued shares of Company C. Company C purchases the remaining 
25% of the shares of Company B. After these purchases are completed, the 
respective balance sheets of the three companies are as under: 
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A B Cc 
Liabilities and Capital 

£ £ £ 
Current Liabilities .. .. . hap eter doe 18,360 7,294 8,169 
Company A—Advance Account .. . 15,000 
Paid-Up Capital (in £1 shares fully paid) . 150,000 60,000 80,000 
Profit and Loss ee Account .. 6,916 4,832 7,960 
EN oS ct ier ae ah Ahern 18,500 11,300 7,500 

£193,776 £98,426 £103,629 

Assets 

£ £ £ 


i TO od ve ae cece eae) ee 35,196 17,317 
Fixed Assets .. .. .. eee hee 58,230 63,312 


Company B—Advance Account . eT 


Shares in Company B .. .. .. .. .. «. -- 60,000 20,000 
Shares in Stalled prey ees 75,000 
Goodwill . ce as ek 66 bees dob ak 5,000 3,000 





£193,776 £98,426 £103,629 








Prepare a consolidated balance sheet of the three companies. 

The procedure to deal with this problem is summarised as under: 

1. Open a Consolidation Work Sheet with appropriate headings. 

2. Enter in the appropriate columns all the balance sheet items from A, 


B, and C respectively. 
3. Each asset and liability will then be either extended as a consolidated 


amount or be subject to elimination or adjustment as an inter-company item. 

4. The items requiring elimination or adjustment will be: 

Liabilities —Company A Advance Account, Paid-Up Capital (particularly 
as affected by minority interests), Profit and Loss Appropriation Account 
and Reserves (both of these also affected by minority interests). 

Assets—Company B Advance Account, Shares in Company B, Shares 
in Company C, and Goodwill. 

5. After balancing off the various eliminations and adjustments, the 
consolidated statement is prepared, taking up the “Consolidation” figures in 
the Work Sheet. 

6. Goodwill is proved as under: 


(Company A) Purchase of Company B Shares: 








£ £ £ 
Purchase Price .. 65 .< 06 00 «3 60,000 
Less Par OO ree. 
Less 75% of Appropriation Account 3,624 
Less 75% of Reserves .. .. .. .- 8,475 57,099 
Goodwill .. 2,901 


(Company C) Purchase oj Company B Shares: 
Purchase Price .. .. , 
Less Par Value .. .. .. +. «+ +. 15,000 
Less 25% of Appropriation Account 1,208 
Less 25% of Reserves .. .. .... 2,825 19,033 


20,000 








Goodwill .. .. .. «. (80% of £967) = 774 
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(Company A) Purchase of — C Shares: 
Purchase Price .. .. . aya 75,000 
ee EUS VONNO oc oc oe ce ot oe RD 
Less 80% of Appropriation Account 6,368 
Less 80% of Reserves .. .. .... 6,000 76,368 





SE os ee see 1,368 
Net Goodwill .. .. .. 2,307 


ComMPANY A AND SUBSIDIARIES 


CONSOLIDATED BALANCE SHEET 


Liabilities Assets 
Paid-up Capital .. .. .. £150,000 Current Assets .. .. .. £76,213 
Profit and Loss Appropria- Fixed Assets .. .. .. .. 141,618 
tion Account .. .. .... 6916. Goodwill .. .. .. .. -- IOS7 
DED cc ee ss ce ce ce )|6=6O 
Net Worth .. .. .. .. 175,416 
Interest of Minority Share- 
holders .. .. .. .. .. 18,899 
Current Liabilities .. .. 33,823 
£228,138 £228,138 





The interest of minority shareholders (in C Company) is proved thus: 


20% of C’s Capital . a ee i acaer ae 6s walne 2e0? ta Se 
20% of C’s Appropriation Account , os 66 es Se ee 8 1,592 
aR a i ee IE 1,500 
19,092 

Less 20% of Goodwill on purchase B Co. Shares (£967) .. .. .. 193 
EL dc de ee a6. Su 6808 69.4% BO ue we o0'ue be 40) ee 


There is another method of presenting consolidated statements where there 
are minority interests ; that is, to show only the holding company’s proportion 
of each asset and liability of the subsidiary. It is generally viewed with 
disfavour and you are advised not to use it. 

There are a few observations on the various examples which may be of 
value : 

1. It is not strictly correct to talk of a Consolidated Balance Sheet as, 
technically, it is not a Balance Sheet. 

2. Work Sheets should always be retained in practice. In some instances 
where there are many complications, a memorandum ledger is set up to keep 
a permanent record of the various eliminations and adjustments. 

3. The goodwill on purchase of the shares in the subsidiary is usually 
shown as “Goodwill from Consolidation.” If bought at a discount it would 
show as a liability “Reserve from Consolidation.” 

4. Note, too, that if the subsidiary should declare a dividend from profits 
accrued at the date of purchase, this should be regarded as a reduction in 
the value of the investment and not as a trading profit. 
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5. If there is trading between the companies, profit included in stock 
valuations after the holding company takes over must be eliminated, other- 
wise the consolidated assets appear at an inflated value including certain 
unearned profit. On the other hand, if there are minority interests, the 
unearned profit should be adjusted only on the proportion belonging to the 
holding company. So far as the minority is concerned, the subsidiary is a 
separate legal entity. Similar considerations apply to capital expenditure. 
These unearned profits are eliminated very simply by reducing the appro- 
priation account in the consolidated statement and making a corresponding 
reduction for the amount of unearned profit in the value of stock or plant, 
etc. Such adjustments would of course be made on the Work Sheet. 

6. Conveniently, in our examples, the subsidiary made a profit, but even 
with a loss the same procedure generally would apply. Sometimes cases 
arise where a subsidiary incurs losses in excess of its capital but is kept 
going only as a matter of policy. If the subsidiary is 100 per cent. owned, the 
figures are automatically adjusted in the process of consolidation ; but if there 
are minority interests it must be remembered that they cannot be called on 
to contribute more than their capital, so that the whole of the excess 
loss above paid-up capital would fall on the holding company. This is fairly 
obvious, because any losses in excess of paid-up capital must be financed, and 
as the holding company is keeping the subsidiary in existence as a matter of 
policy it is reasonable to expect that they will advance sufficient money to 
the subsidiary to finance such losses. Thus it can be seen that the holding 
company will not recover the whole of its advances to the subsidiary, and due 
recognition should be given to this in the consolidation. 

7. A difference between the inter-company current accounts is often 
explained by items in transit such as stock or cash. The adjustment is much 
the same as in Branch Accounts, the asset in transit being shown separately 
on the Consolidated Statement as, for instance, Stock in Transit. 

8. If the subsidiary owns shares in the holding company the par value 
should be deducted from the holding company’s paid-up capital—any premium 
paid for the shares should be added to goodwill. 

9. If there are outside preference shareholders in the subsidiary, with 
dividends in arrears, a note of this fact should be made on the Consolidated 
Statement. However, it is not necessary to note contingent liabilities as 
between holding company and its subsidiaries, as these liabilities will be 
shown at actual amounts in the consolidated statement, but contingent 
liabilities to outside persons should be noted. I have not referred to the 
consolidated profit and loss statement—apart from eliminating inter-company 
sales and purchases, unearned profits through inter-company trading and 
inter-company dividend earnings, it is merely a question of aggregating 
figures under suitable headings. In short, the whole job is done much the 
same as for the trading account of a head office and branches. 

It is regrettable that there is not more literature available on this very 
extensive subject, particularly as this form of trading structure is becoming 
increasingly prominent in Australia. Remember, however, that mastery 
of the fundamental principles imposes a duty to broaden your knowledge 
by pursuing the subject still further. ‘For this purpose, reference should be 
made to the excellent library available in your Institute. 
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The Recovery of Accelerated Depreciation 


By K. A. PIcTON, A.C.A.A., A.I.C.A., A.A.L.S. 


(Being a summary of a brief address given to a Research Group of the Austra- 
lasian Institute of Cost Accountants, Victorian Division, on August 3, 1943) 


Manufacturers engaged on war work are asking, to-day, “Can Accelerated 
Depreciation be Recovered?” In other words, can the real wastage due to 
excess wear and tear as a result of longer hours and rough usage by unskilled 
labour and to deferment of essential maintenance be provided for in costs 
as an allowable expense ?” ' 

Accelerated depreciation occurs in connection with plant in all essential 
industries and particularly with engineering plant. Under normal conditions 
the working life is estimated and depreciation is provided for to write the 
asset off at the end of this life, factors to be considered being: 

Ordinary wear and tear. 

Idleness or failure to keep in running condition. 

Inadequacy for current requirements. 

Obsolescence. 

Reducing market which may render production uneconomic. 

Depreciation under war conditions is accelerated by: 

Long operating hours without adequate rest periods. 

Lack of care and attention, including adequate replacements and running 

repairs immediately they become necessary. 

Insufficient opportunity for periodical overhaul owing to necessity for 

keeping plant running at maximum. 

Type of unskilled or semi-trained operators who are responsible for rough 

usage and wrong handling. 

I think this additional depreciation can be provided for in costs and so 
recovered in the price charged for the product. 

The problem may be reviewed under three heads: 

1. Adequate provision in costs. 

2. Recovery in contract price, with particular reference to Government 

contracts. 

3. Taxation relief. 

To make adequate provision in costs, the first requirement is to determine 
the extent of depreciation brought about by conditions I have just mentioned. 

No estimate would be complete without taking into account, at the same 
time, the extent and estimated cost of maintenance deferred for lack of 
skilled labour and opportunity to execute it. This maintenance would 
normally be carried out as and when required and charged to current produc- 
tion. 

With this end in view the cost accountant should endeavour to obtain 
the following information : 

1. Working hours for year of individual units or preferably groups of 
similar units. A plant register should be kept to include this informa- 
tion. 

2. Estimate of working life and practicability of using unit after the war, 
including possibility of obsolescence in light of the technical develop- 
ments which have been stimulated by the exigencies of war production. 

3. Survey by plant engineer of condition of plant, setting out in detail 
maintenance work requiring attention, including estimated cost and 
units recommended for scrapping at first opportunity. 
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From this information the depreciation charged to costs can be based on: 


(1) A proportion of the working hours for the year to the total estimated 
working life; or, 
(2) the normal rate adjusted to the longer working hours. 


Deferred maintenance may also be provided for from some such survey 
of the plant as suggested. 

It should be borne in mind that rates of depreciation are computed by the 
Income Tax Commissioner on the assumption that adequate maintenance is 
allowed. 

It follows, therefore, that when essential maintenance is deferred, full 
provision for the excess wear and tear is not made in the period in which 
it occurs. 

I find that deferred maintenance on certain units of machine tools may 
amount to more than the annual depreciation charge, as it involves complete 
dismantling of units and machining or even replacement of components. 

It may be advisable to raise a reserve based on the cost of maintenance 
involved in the plant engineer’s survey, such reserve to be debited with the 
cost of the work when ultimately carried out. It is conceivable that when 
hostilities cease, or through a slack period during change-over to peace-time 
production, the expense of carrying out deferred maintenance may be more 
than such period can bear. Here the reserve becomes available and, as a 
result of charging production with this cost at the time excessive wear takes 
place, the business is saved possible embarrassment. 

Maintenance orders may even be prepared on the basis of this survey 
for execution when practicable at a later date. 

I understand that the position has been covered in England, where manu- 
facturers are permitted to fund the cost of deferred maintenance, placing it 
beyond the reach of taxation. 

The second point for discussion, recovery in contract price, involves the 
question of what depreciation is allowed by Government Departments to 
contractors as an element of cost. 

As a general rule, the Department of Munitions allows as an element 
of cost depreciation at income tax rates. 

Consideration is given to the fact, however, that under war conditions 
excess wear and téar occurs as a result of the use of unskilled labour, and also 
to the fact that some plant may not be profitably employed after the war. 

If the Department is satisfied that such is the case, an increased allowance 
may be approved. The Department, in such cases, advises the Income Tax 
Department of its decision, and the latter has ruled that the increased rate 
will be allowed for taxation purposes. 

Income Tax Order No. 1217 of the Income Tax Assessment Act 1936 
provides for an increase in the rates for longer working hours. Briefly this 
amounts to a 50% additional concession rather than an increase in direct 
ratio to the extra time involved. 

This decision appears to be generally accepted by Government Depart- 
ments for cost purposes. 

On the subject of taxation relief, the new section 59A of the Act gives 
assistance after the war to the manufacturer who has acquired or installed 
plant for war purposes (termed war plant) since June 30, 1938 (the beginning 
of the income year in which re-armament commenced), and who has obtained 
a certificate to this effect from the Department concerned. If he considers 
that the amount allowed by the Commissioner is insufficient to cover wear 
and tear, he may apply to have the depreciation allowed during the war 
years reviewed by the Board of Referees. 
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If the Board of Referees is satisfied that 

(a) a unit of war plant was scrapped, sold or otherwise disposed of, 
either prior to or within two years after the termination of the 
present war or 

(b) the actual value of a unit of war plant at June 30 next succeeding the 

termination of the war is less than its depreciated value or 

(c) the effective life of the unit after the termination is or will be shorter 

than estimated in the normal way under Section 55 
the Board may determine the annual depreciation and income years to 
which such amended rate shall apply. The Commissioner must thereupon 
amend assessments for the war years affected. 

This provision will be important to the taxpayer who may make little 
or no profit immediately after the war in which to take advantage of an 
additional allowance on scrapping or revaluation at that stage. It should be 
observed that actual disposal, loss or scrapping of the unit is not necessary. 
This also makes it possible for the manufacturer to operate the unit 
economically, even part time, rather than dispose of it altogether, as the 
unit would not incur as high a rate of depreciation. 

The general case, as it affects other than war plant, I referred to previously. 
If the contracting Department is satisfied that excess wear and tear is, in 
effect, taking place, consideration will be given to increasing the rate, where- 
upon the Income Tax Department will allow such new ruling also. 

The cost accountant should therefore endeavour to ascertain what 
additional depreciation is taking place owing to war conditions and, by 
means of information provided for example by the suggested survey of plant, 
not only provide for its inclusion in costs but prepare a good case for 
acceptance by the contractor Department where costs are subject to check. 

A direct approach to the Assessor at the Income Tax Department may be 
recommended where relief cannot be obtained under the new section 59A 
dealing with war plant, in cases where plant installed prior to the war is 
working up to 24 hours a day on war contracts. In such cases the contractor 
Department would no doubt confirm statements relative to this increased 
use of plant and it may be assumed that this confirmation would serve the 
same purpose as the certificate given for war* plant. If no relief can be 
obtained from the Department, the Board of Referees remains as a last 
authority to appeal to. 
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Settling of Accounts 


Suggestions of Simplification and Standardisation 
By S. J. LENGYEL 

There is a traditional procedure of settling open accounts and most people 
would very probably refuse to consider the rationality or otherwise of a routine 
matter of such simplicity. And still, it might be profitable to do so. 

First, the actual facts. The way of settling open accounts usually taken in 
this country carries through five stages. They are: 

1. The supplier sends at the end of the month a statement to his customer, 
briefly summarising the month's transactions and working out the out- 
standing balance. Some firms used to retain a carbon copy of the 
statement. 

The customer sends his cheque to his creditor, accompanied by the 
statement or his own form of a credit note or some other sort of a 
covering letter. 
The supplier sends a receipt to the customer and retains a carbon copy 
of it. 

The supplier sends the cheque, together with some kind of a deposit 
note, to his bank for credit on his account. 

Through the clearing, the cheque ultimately reaches the customer’s bank 
and he will be debited with the amount. 

An estimate put the number of statements sent out monthly in Australia 
to be somewhere in the vicinity of half a million. At present the number may 
be considerably less, owing to war conditions, say, between a quarter and 
half a million, or between three to six millions per annum. That means the 
use of from three to six million envelopes for each of the transactions 1 to 3, 
making a total of from nine to eighteen million envelopes. It further means 
the use of from three to six million statement forms, cheques and receipts. The 
latter forms vary widely in size and typographical arrangement. Perusal of a 
large number of statements showed that they vary in size between 4 in. by 9 in. 
and 9 in. by 12 in., while cheques vary between 23 in. by 6 in. and 53 in. by 
94 in. The cheque forms of the Commonwealth Bank are the smallest ; those 
of a British insurance company seem to be the largest. A considerable number 
of firms use their own cheque forms, some of which are very elaborate indeed. 

Considering that procedure in the light of the necessities of the present 
time, i.e., from the angle of labour and material, the question may be asked 
whether a mass procedure of such dimensions could not be simplified? 
Generally speaking, the answer to that question depends very much on the 
existing banking system. The system in this country complicates matters a 
bit, but nevertheless some suggestions for rationalisation can be made. 

The.first suggestion relates to the form and size of the statements. They 
should_be fairly uniform in size. I see no reason for the very considerable 
differences in the size of forms, the contents of which are essentially similar. 
No carbon copies should be retained of the statement, it being itself a copy 
of the accounts. The form of the statement should be modified in two 
directions. It should have a gummed strip like an envelope at one end, and a 
detachable annex with a text suitable for use as a covering note by the 
customer when sending the cheque. The printing should be arranged in such 
a way that in folding the statement the inner address could be used for postal 
purposes. 

The second suggestion relates to the form and size of the cheques. Both 
size and typographical arrangement of the essential data should be standardised 
and the form used by the Commonwealth Bank might be taken as a pattern. 
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a 
Only bank forms should be used. The printing of cheque forms for hundreds 
of private firms is certainly a typical case of the unnecessary use of labour. 
The cheques should be fitted with a detachable coupon to be used as a receipt. 

The new procedure would be: 

1. The statements are sent on the new form, i.e., without using envelopes, 
thus saving paper and the writing of millions of addresses. Cutting the 
forms to a standard size would result in a further saving of paper. 

The customer would send his cheque covered by the annex on the state- 
ment, which he detaches, and retain the statement. No credit notes or 
other covering forms would be used. 

No receipts are sent by the creditor. He acknowledges the receipt on the 
coupon of the cheque. That again would save envelopes, the writing of 
addresses and postage. 

The creditor deposits the cheques in the usual way with his bank, the 
stamped and receipted annexes undetached. 

When the cheque ultimately reaches the customer’s bank the receipt 
would be detached from the cheque by the bank and collected in the files 
of the clients. When serving them with a statement of their account, the 
receipts would be sent to them in bulk. 

If the banks would agree that each of them should use a definite colour for 
cheques, would number their branches and print the number, say, in the 
upper right corner of the cheques, that would again facilitate sorting and 
handling, giving the banks an additional benefit of the reform. 

These suggestions represent a brief outline of the principles involved 
without considering details of drafting. The procedure could be simplified 
further by departing from tradition and acknowledging the receipt on the 
cheque itself, a practice which is adopted in some houses. With the active 
co-operation of the banks, a further simplification could be achieved by intro- 
ducing collective cheques. 

It has been authoritatively stated that the Australian banks handle about 
half a million cheques each business day, which makes a total of about 150 
million cheques per annum. This is a. huge number, and the introduction of 
standard form would certainly result in considerable saving of paper and 
labour. 
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